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ASB Issues Standards for Audit Documentation
by Gretchen Fischbach

In January 2002, the Auditing Standards Board (ASB) issued a new Statement on Auditing
Standards (SAS) to replace SAS No. 41, Working Papers. The new standard, SAS No. 96, Audit
Documentation, is effective for audits of financial statements for periods beginning on or after
May 15, 2002. Although SAS No. 96 retains much of the guidance in SAS No. 41, it provides
more specific guidance and requirements designed to improve the quality of audit
documentation. This article highlights the more significant differences between SAS No. 41 and
SAS No. 96.
SAS No. 41 contains a list of engagement-specific factors that affect the auditor’s judgment
about the quantity, type, and content of the documentation needed, such as the nature of the
auditor’s report and the nature and condition of the client’s records. SAS No. 96 updates this
guidance by replacing the list of engagement-specific factors with a list of factors that the auditor
should consider in determining the nature and extent of the documentation for a particular audit
area or auditing procedure. Additionally, audit documentation now must include (a) abstracts or
copies of significant contracts or agreements that were examined in evaluating the accounting for
significant transactions, and (b) an identification of the items tested in tests of the operating
effectiveness of controls and substantive tests of details that involve inspection of documents or
confirmation.
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SAS No. 96 also expands the “sufficiency” guidance in SAS No. 41 which states that
documentation should be “sufficient to show that the accounting records agree or reconcile with
the financial statements or other information reported on and that the applicable standards of
fieldwork have been observed” to also require that audit documentation be sufficient to (a)
enable members of the engagement team with supervision and review responsibilities to
understand the nature, timing, extent, and results of the auditing procedures performed, and the
evidence obtained; and (b) indicate the engagement team member(s) who performed and
reviewed the work.
To improve audit documentation of significant matters, SAS No. 96 contains a new requirement
that auditors document audit findings or issues that in their judgment are significant, actions
taken to address them (including any additional evidence obtained), and the basis for the final
conclusions reached. Significant audit findings or issues include the following:

•

Matters that both (a) are significant and (b) involve issues regarding the appropriate
selection, application, and consistency of accounting principles with regard to the
financial statements, including related disclosures. Such matters often relate to (a)
accounting for complex or unusual transactions or (b) estimates and uncertainties and, if
applicable, the related management assumptions.

•

Results of auditing procedures that indicate that (a) the financial statements or disclosures
could be materially misstated or (b) auditing procedures need to be significantly
modified.

•

Circumstances that cause significant difficulty in applying auditing procedures the
auditor considered necessary.

•

Other findings that could result in modification of the auditor’s report.

SAS No. 96 essentially retains the ownership/record-retention guidance in SAS No. 41.
However, in recognition of rapid changes in technology, SAS No. 96 requires that record
retention procedures enable the auditor to access electronic audit documentation throughout the
retention period. Additionally, SAS No. 96 replaces the “safe custody” provision of SAS No. 41
with a requirement for the auditor to adopt reasonable procedures to maintain the confidentiality
of confidential client information contained in audit documentation.
In addition to replacing SAS No. 41, SAS No. 96 contains amendments adding specific
documentation requirements to the following SASs:
•
•
•

SAS No. 47, Audit Risk and Materiality
SAS No. 56, Analytical Procedures
SAS No. 59, Consideration of an Entity’s Ability to Continue as a Going Concern.

Because some of the concepts and terminology in SAS No. 96 are relevant to practitioners
performing attest engagements, the ASB also issued Statement on Standards for Attestation

2

Engagements No. 11, Attest Documentation. SSAE No. 11 incorporates into the attestation
standards the concepts and terminology of SAS No. 96 and consolidates the documentation
guidance in the attestation standards. SSAE No. 11 is effective for attest engagements when the
subject matter or assertion is as of or for a period ending on or after December 15, 2002.

SAS No. 96 and SSAE No. 11 will be published in the April volume of the Journal of
Accountancy along with an article that discusses in greater detail the requirements of SAS No. 96
and the reasons for some of the changes.

Recent Events Spark Interest in Auditing Standards
by Susan S. Jones

The press’s recent coverage of Enron has heightened the public’s interest in auditing standards
and the auditor’s report. Some of the questions that have arisen as a result of this event are the
following:

Q.

Is the audit of a company a guarantee that the stock is a good investment?

A.

Auditors know that the purpose of an audit is to provide reasonable assurance about
whether the financial statements are free of material misstatement, whether caused by
error or fraud. Unfortunately, the profession has not always been very successful in
explaining the purpose of an audit to the investing public. Although the CPA’s goal is to
protect the public interest, traditionally, accounting and auditing are not topics that are of
interest to the public.
The gap between the auditor’s responsibility and the investing public’s perception of the
auditor’s responsibility affects many more people as the number of investors increases.
According to a study published in the January 2000 issue of the Federal Reserve Bulletin,
the percentage of all families owning corporate stock, either directly or indirectly through
mutual funds, rose to 48.8 percent in 1998. This represents a significant increase from
40.4 percent in 1995 and a sharp rise from 31.6 percent in 1989.1 More people are
depending on auditors’ reports, either directly or indirectly; however, many of those
investors do not understand what an audit report means.

To explain the meaning of an auditor’s report, the Audit and Attest Standards staff has
prepared an updated version of a booklet entitled, Understanding Audits and the
Auditor’s Report: A Guide for Financial Statement Users (product number 058516).
The booklet explains the meaning of the auditor’s report and the assurance it provides. It
is intended for users of financial statements who want to better understand the message
and significance of audit reports and can be ordered through the AICPA’s order
department or obtained through http://www.cpa2biz.com,
1 For a copy of the Federal Reserve Bulletin, go to http://www.federalreserve.gov/pubs/bulletin/default.htm .
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Q.

How long must the auditor keep copies of audit documentation?

A.

SAS No. 96, Audit Documentation, was issued by the Auditing Standards Board in
January 2002 Although SAS No. 96 supersedes SAS No. 41, Working Papers, it
essentially retains the record-retention guidance that existed in SAS No. 41. Paragraph
10 of SAS No. 96 states in part “The auditor should adopt reasonable procedures to
retain audit documentation for a period of time sufficient to meet the needs of his or her
practice and to satisfy any legal or regulatory requirements of record retention.” The SAS
is written this way because laws and regulations vary by jurisdiction.

The AICPA publishes and annually updates the AICPA Audit and Accounting Manual
(product number 005130) which contains nonauthoritative guidance to auditors on the
content, organization, and filing of working papers. It also publishes and annually
updates Management of an Accounting Practice Handbook (product number 090407 for
the 3-volume loose-leaf and product number 090466 for the CD-ROM) which provides
nonauthoritative guidance to auditors on practice management and includes a discussion
of how to establish an appropriate records-retention policy.
Q.

If an audit report can’t warn us of impending business failure, what good is it?

A.

SAS No. 59, The Auditor’s Consideration of an Entity’s Ability to Continue as a Going
Concern, requires the auditor to evaluate whether there is substantial doubt about the
entity’s ability to continue as a going concern for a reasonable period of time (not more
than one year from the balance sheet date). The auditor is required to consider existing
events and conditions that may raise “red flags,” putting the auditor on notice that there
may be doubt about the entity’s ability to continue as a going concern; however, SAS No.
59 recognizes that the auditor is no more able to predict the future than the rest of the
general population. The auditor is not required to predict future events or conditions that
raise a red flag. However, once the auditor spots a red flag, he or she is required to
consider whether the entity’s management has an adequate plan in place to mitigate the
effects of the underlying events or conditions. If the auditor is not satisfied with
management’s plans, the auditor is required to make sure that this uncertainty is
adequately disclosed in the financial statements, and is required to make mention of the
uncertainty in the audit report. Because auditors do not have the ability to see into the
future, the fact that an entity declares bankruptcy soon after receiving an unmodified
audit report does not, in itself, mean that the auditor has not performed an adequate audit.

Q.

What is the AICPA doing to address the public’s concern?

A.

The AICPA and the Auditing Standards Board are determined to be proactive in
addressing the public’s concerns and protecting the public interest. It is committed to
maintaining the integrity of the capital market system through the continuous
improvement of auditing standards and the audit process; the provision of guidance to
auditors so that they are cognizant of their responsibilities, and know how to fulfill them;
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and the education of users of financial statements so that they appropriately and
effectively use audited financial statement to guide their investment decisions.

The profession is continuing to build on the recommendations made last year by the
Panel on Audit Effectiveness. Many of these recommendations have already been put
into place; however, task forces have been formed to respond to the other
recommendations and are already in various stages of development and implementation.
In addition, the AICPA, through its Auditing Standards Board, will issue:
•

In the first quarter of 2002, an exposure draft of a revised auditing standard on the
auditor’s responsibility for identifying material financial statement misstatements
arising from fraud.

•

Guidance for company managements and audit committees on measures for
deterring fraud, such as internal control procedures. This will be issued after the
fraud standard is issued.

•

In the second quarter of 2002, an exposure draft that updates and clarifies the
guidance for performing a review of the quarterly financial statements of public
entities.

•

In the fall of 2002, exposure drafts of several auditing standards intended to
improve the auditor’s ability to assess the risks of material misstatement, whether
caused by error or fraud, and enhance the auditor’s ability to design and perform
auditing procedures that address these risks.

Improving financial reporting should help investors make informed decisions and, in the
process, increase confidence in the country’s financial reporting system. The AICPA
will work with the firms and the SEC to develop an array of specific recommendations to
modernize and improve current financial reporting and to better respond to the
requirements of the global business environment.
The Institute’s Board of Directors is fully committed to the preservation of the
profession’s self-regulatory system. It intends to evaluate the profession’s self-regulatory
process and ensure that any needed changes are quickly made.

The CPA profession plays a key role in insuring investor confidence in the capital
markets. The AICPA and the CPA profession are committed to continually evaluating
and improving the financial reporting and auditing systems. In response to recent
concerns, the AICPA in conjunction with the larger CPA firms has issued the following
documents.
•

An auditor “tool kit” for related party transactions that consolidates existing
accounting and auditing guidance on related party transactions and presents
matters for auditors to consider during the current audit season.
http://www.aicpa.org/news/relpty1.htm For additional information about the tool
kit see the article, “Related Party Transactions” on page 6.
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A draft of a proposed interpretive release for consideration by the Securities and
Exchange Commission to improve disclosures about special purpose entities
(SPEs), and issues related to market risk, including those relating to energy
contracts. The letter to the SEC and the proposed interpretive release are at
http://www.sec.gov/rules/petitions/petndiscl-12312001.htm

A paper titled, “Impact of the Current Economic and Business Environment on
Financial Reporting” that describes relevant issues in a difficult business
environment; risk factors financial statement preparers should consider during the
current reporting cycle; and the actions managements, auditors, and audit
committees can take to effectively address these risks and produce reliable
financial reporting. The paper is on the AICPA
web site at
http://www.aicpa.org/info/index.htm

Related Party Transactions
by Kim M. Gibson

One of the more important and yet more difficult aspects of a financial
statement audit is the identification of related parties and transactions with
related parties. This aspect of the audit is important because of:

The requirement under generally accepted accounting principles to
disclose material related party transactions and certain control
relationships

•

The potential for distorted or misleading financial statements in the absence of adequate
disclosure

•

The instances of fraudulent financial reporting and misappropriation of assets that have
been facilitated by the use of an undisclosed related party.

An undisclosed related party is a powerful tool in the hands of an unscrupulous person. Related
parties, such as controlled entities, principal stockholders or management can execute
transactions that improperly inflate earnings by masking their economic substance or distorting
reported results through lack of disclosure, or can even defraud the company by transferring
funds to conduit related parties and ultimately to the perpetrators.
The staff of the AICPA has issued a toolkit titled, Accounting and Auditing for Related Parties
and Related Party Transactions. It provides accountants and auditors with an overview of
selected authoritative accounting and auditing literature, SEC requirements, and nonauthoritative
best practice guidance concerning related parties and related party transactions. Additionally,
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this toolkit contains illustrative checklists and other tools that CPAs may find useful in
complying with authoritative related party accounting and auditing standards. The toolkit is
available at http://www.aicpa.org/news/relptyl.htm

Related parties and related party transactions are difficult to audit for several reasons. First,
transactions with related parties are not always easily identifiable. For example, a series of sales
in the ordinary course of business that are individually insignificant could be executed with an
undisclosed related party and could be material in the aggregate. Second, although other
procedures ordinarily are performed, the auditor relies primarily on management and principal
owners to identify all related parties and related party transactions. Third, such transactions may
not be easily tracked by a company's internal control.

Due to this complexity, the proper accounting and auditing of related party transactions requires
extremely careful analysis. The toolkit is designed to assist accountants and auditors in better
understanding some of the current issues pertaining to related parties and related party
transactions and serves as a reference guide for this complex topic.
Generally accepted accounting principles define related parties and require certain disclosures
regarding material related party transactions, as well as the nature of control relationships that
could result in operating results or financial positions that are significantly different from those
that would have been achieved in the absence of such relationships, regardless of whether there
were transactions between or among the related parties. The toolkit’s “Summary of Accounting
Literature” provides an overview of accounting guidance applicable to related parties. Further,
because some unconsolidated, non-independent, limited-purpose entities, often referred to as
structured finance or special purpose entities, may be related parties, the summary includes
accounting guidance that may be useful in better understanding accounting for such entities.
Generally accepted auditing standards provide guidance on procedures that should be considered
by the auditor to identify related party relationships and transactions, and to satisfy him or herself
that such relationships and material transactions are properly accounted for and adequately
disclosed in the financial statements. The section of the toolkit titled “Summary of Auditing
Literature” provides summaries of authoritative auditing guidance as well as nonauthoritative
guidance applicable to auditing related parties, including nonauthoritative guidance on auditing
off-balance sheet arrangements that may involve related parties.
An audit performed in accordance with generally accepted auditing standards cannot be expected
to provide assurance that all related parties have been identified. However, during the auditor’s
assessment of risk, one of the factors that should be considered is the existence of related parties
and the extent and nature of transactions with those parties, particularly if one of the related
parties is either unaudited or audited under questionable circumstances, such as when there are
significant scope limitations or questions as to the professional reputation and independence of
the other auditors. If there are significant transactions between related parties and the scope of
the audit does not cover the records of the other significant parties to the transactions (for
example, an entity owned by the president of the company that provides management services to
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2
the company, but is not subject to audit), there is increased audit risk. This issue may be
particularly troublesome when material transactions involve individuals such as stockholders or
officers, because individuals are rarely subject to audit.

The existence of related parties and transactions with such parties alone is not necessarily an
indication of increased audit risk. However, the auditor should consider the possibility that
related party transactions might have been motivated by a desire to improve reported earnings or
financial position or by fraud. A section of the toolkit titled “Potential Related Party Indicators”
contains specific examples of related party relationships and related issues that have been
compiled based on input from the participating accounting and auditing firms and the AICPA
SEC Practice Section. The toolkit also includes an illustrative related-party audit program,
disclosure checklist, confirmation letter, and letter to other auditors. These tools are based on
the best practices guidance received from the participating accounting and auditing firms and
should be appropriately tailored to the specific client.
The electronic toolkit will occasionally be updated as new standards or guidance applicable to
related parties become available.
The auditing portion of this publication is an other auditing publication as defined in SAS 95,
Generally Accepted Auditing Standards. Other auditing publications have no authoritative
status; however, they may help the auditor understand and apply statements on auditing
standards. If an auditor applies the auditing guidance included in an other auditing publication,
he or she should be satisfied that, in his or her judgment, it is both appropriate and relevant to the
circumstances of his or her audit. This publication was reviewed by the AICPA Audit and Attest
Standards staff and published by the AICPA, and is presumed to be appropriate.
The AICPA is extremely grateful to the following accounting and auditing firms that have
supported this effort by sharing with us their related party practice guidance and for providing
helpful review comments.
Andersen LLP
BDO Seidman LLP
Deloitte & Touche LLP
Ernst & Young LLP
Grant Thornton LLP
KPMG LLP
McGladrey & Pullen LLP
PricewaterhouseCoopers LLP
This publication draws heavily from the AICPA publication, Practice Alert No. 95-3, Auditing
Related Parties and Related Party Transactions.
2 Audit risk consists of (a) the risk (consisting of inherent risk and control risk) that the balance or class and related
assertions contain misstatements (whether caused by error or fraud) that could be material to the financial statements
when aggregated with misstatements in other balances or classes and (b) the risk (detection risk) that the auditor will
not detect such misstatements. See SAS No. 47, Audit Risk and Materiality in Conducting an Audit, for further
discussion of inherent risk, control risk and detection risk.
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Auditing Section of AAA Presents
Award to Lynford Graham
At the January 2002 meeting of the Auditing Section of the American Accounting
Association (AAA), Lynford Graham, currently a member of the Auditing
Standards Board, received the Section’s Distinguished Service Award. The
award recognizes exemplary career service to the auditing profession, or the
Section, and scholarly contributions to the field of auditing. Criteria for the award
are outstanding career achievements over a 20-25 year period that have a lasting
and significant effect on the field of auditing, as evidenced by service to the auditing profession,
or the Section, or by significant contributions in scholarship. Prior award winners were Ken
Stringer, Bob Mautz, Bob Elliott, William Cooper, Jim Loebbecke, Don Leslie, John
Willingham, Jay Smith, Bill Kinney, Fred Neumann, Bob Sack, Jerry Sullivan, Dave Landsittel,
Bob Roussey, the Practice Advisory Council, and Dan Guy.
Dr. Graham holds a Ph.D. and MBA from the University of Pennsylvania Wharton School and
also is a Certified Fraud Examiner. He has had a distinguished career in both academia and
public accounting. As Director of Audit Policy for BDO Seidman, LLP, he is responsible for
developing and implementing the firm’s audit policy and software and its assurance services
education programs. He also serves as the firm’s sampling coordinator.

His numerous academic and business publications cover such subjects as information systems,
audit risk, sampling, analytical procedures, audit judgment, and international accounting and
auditing. He served as Vice Chair, Practice of the AAA’s Auditing Section, and as a member of
numerous committees and task forces. He had a leadership role in the development of the award
winning materials “Excellence in Audit Education” which are widely used in university audit
courses. He is the past chair of the Auditing Section for the Mid Atlantic Section of the AAA and
is a member of the AAA’s Practice Advisory Council. He has served on the editorial boards of
Auditing: A Journal of Practice and Theory, Accounting Horizons, Issues in Accounting
Education and other publications.

At the AICPA, Lyn chaired the Educator/Practitioner Case Development Task Force and served
on the Executive Committee of the Precertification Education Committee. He also served as a
member of the Materiality and Audit Risk Task Force), was a founding member of the AICPA’s
Information Technology Section, serving on its Executive Committee, and was a member of the
AICPA’s Statistical Sampling Subcommittee during the development of SAS No. 39, Audit
Sampling. He also chaired the AICPA’s Quantitative Methods Task Force, researching analytical
procedures.
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AITF Issues Interpretation to Support
Visibility and Credibility of ISAs
by Susan S. Jones

In March 2002, the Audit Issues Task Force (AITF) of the ASB will issue an
interpretation of Statement on Auditing Standards (SAS) No. 58, Reports on
Audited Financial Statements, titled “Reporting on Audits Conducted in
Accordance With Auditing Standards Generally Accepted in the United States of
America and in Accordance With International Standards on Auditing.” The
interpretation will enable auditors to indicate in their audit reports that they have
performed an audit in accordance with both U.S. auditing standards and the International
Standards on Auditing (ISAs), when they have done so. The interpretation also provides
illustrative report language and refers auditors to an Analysis of International Standards on
Auditing (AICPA, Professional Standards, vol. 1, Appendix B) which is designed to assist U.S.
auditors in planning and performing an engagement using the ISAs.
The AITF believes that this interpretation will clarify reporting for audits conducted in
accordance with both the U.S. auditing standards and the ISAs. The AITF also believes that this
interpretation demonstrates the ASB’s support of the ISAs. It elevates the visibility and
credibility of the ISAs in the world-wide capital markets, which is consistent with the ASB’s
strategic initiative to support the eventual endorsement of the ISAs by the International
Organization of Securities Commissions (IOSCO).3

The ASB believes that the increasing globalization of business will necessitate the use of
international standards acceptable to world markets. As a result, one of the ASB’s strategic
initiatives is to significantly strengthen the ASB’s leadership role in developing international
auditing standards that meet the needs of a global marketplace.4
The ASB is working toward this strategic initiative by supporting the International Auditing
Practices Committee (IAPC)5 of the International Federation of Accountants (IFAC)6 by:

•

Actively participating in the IAPC’s development of the ISAs

•

Supporting the IAPC in its effort to obtain approval from IOSCO for the use of the ISAs
in cross border filings.

3 For more information on IOSCO, refer to http://www.iosco.org/iosco.html
4 For more information on the ASB’s Strategy, refer to Horizons for the Auditing Standards Board: Strategic
Initiatives Toward the Twenty-First Century at http://www.aicpa.org/members/div/auditstd/horizon/index.htm .
5 To be renamed The International Auditing and Assurance Standards Board (IAASB) on July 1, 2002.
6 For more information on IFAC and the IAPC, refer to http://www.ifac.org.
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The ISAs are used in many countries, and the large auditing firms use the ISAs as their global
base for auditing standards. A large segment of the world-wide capital markets is accustomed to
basing investment decisions on audit reports prepared in accordance with the ISAs.
Furthermore, the financial statements of many U.S. public companies are available outside the
U.S. on the Internet. If those financial statements have been audited in accordance with both
U.S. auditing standards and the ISAs, it would seem appropriate for the auditor to so indicate in
his or her report and thereby increase the understanding of the audit report for both U.S. and
international investors.

Ordering Information
To order publications, call: (888) 777-7077 (menu selection #1); write: AICPA Order Department, CLA3, P.O.
Box 2209, Jersey City, NJ 07303-2209; fax: (800) 362-5066 or go to www.cpa2biz.com Users of the Web site
must register at the site prior to ordering. AICPA and state society members should have their membership
numbers ready when they order. Nonmembers also may order AICPA products. Prices do not include shipping
and handling.

Highlights of Technical Activities
The Auditing Standards Board (ASB) performs its work through task forces composed of
members of the ASB and others with technical expertise in the subject matter of the projects. The
findings of these task forces periodically are presented, at public meetings, to the members of
the ASB for their review and discussion. Listed below are the current task forces of the ASB and
brief summaries of their objectives and activities.
Task Forces of the ASB
Audit Issues Task Force (Staff Liaison: Gretchen Fischbach; Task Force Chair: James S.

Gerson). This task force meets on a monthly basis to (1) oversee the ASB’s planning process, (2)
evaluate technical issues raised by various constituencies and determine their appropriate
disposition, including referral to an ASB task force or development of an interpretation or other
guidance, (3) address emerging audit and attestation practice issues, (4) provide advice on ASB
task force objectives and composition, and monitor the progress of task forces, and (5) assist the
ASB Chair and the Audit and Attest Standards staff in carrying out their functions, including
liaison with other groups.
FASB 140 Audit Issues Task Force (Staff Liaison: Julie Anne Dilley; Task Force Chair: Tracey

Golden). The task force has developed auditing guidance that addresses the use of legal
interpretations as evidential matter for transfers of financial assets, including transfers by banks
and other financial institutions subject to possible receivership under the Federal Deposit
Insurance Corporation (FDIC) (and by other affected entities that previously have considered
their transfers of financial assets in "single-step" securitizations to have isolated those assets in
11

circumstances similar to those of entities subject to possible FDIC receivership). The
interpretation was published in the December 2001 issue of the Journal of Accountancy and is
posted on the AICPA Web site.
Fair Value Task Force (Staff Liaison: Gretchen Fischbach; Task Force Chair: Richard Dieter).

In October 2001, the International Auditing Practices Committee issued an exposure draft of a
proposed International Standard on Auditing (ISA) titled Auditing Fair Value Measurements and
Disclosures. The purpose of this ISA is to establish standards and provide guidance on auditing
fair value measurements and disclosures contained in financial statements. At its November 2001
meeting, the ASB decided to use the proposed ISA as the basis for a U.S. Statement on Auditing
Standards (SAS). The ASB has approved an expedited process for the development and issuance
of that SAS. The process includes issuing an Invitation to Comment asking readers to comment
on the proposed ISA and the process being used for development of the SAS. The Invitation to
Comment is available at www.aicpa.org/members/div/auditstd/invit0102.htm.
Fraud Task Force (Staff Liaison: Kim M. Gibson; Task Force Chair: David L. Landsittel). At its

February 2002 meeting, the ASB voted to ballot, for issuance as an exposure draft, a proposed
SAS that would supercede SAS No. 82, Consideration of Fraud in a Financial Statement Audit.
The proposed SAS, of the same name as SAS No. 82, will have an exposure period ending on
May 31, 2002. The following is an overview of the organization and content of the proposed
SAS:

•
•

•

Description and characteristics of fraud
Discussion among engagement personnel regarding the risks of material misstatement
due to fraud
Obtaining information needed to identify the risks of material misstatement due to fraud

-

•
•
•

Inquiring of management and others within the entity about the risks of fraud.
Considering the results of the analytical procedures performed in planning the
audit.
Considering fraud risk factors.
Considering certain other information.

Identifying risks that may result in a material misstatement due to fraud
Assessing the identified risks after taking into account an evaluation of the entity’s
programs and controls
Responding to the results of the assessment with a response with:

-

-

-

To identified risks that has an overall effect on how the audit is conducted, that is,
a response involving more general considerations apart from the specific
procedures otherwise planned.
To identified risks that involves the nature, timing and extent of the procedures to
be performed.
Involving the performance of certain procedures to further address the risk of
material misstatement due to fraud involving management override of controls.

12

Evaluating audit test results
Communicating about fraud to management, the audit committee and others
Documenting the auditor’s consideration of fraud

A copy of the exposure draft will be posted to www.aicpa.org/members/div/auditstd/drafts.htm
GAAS Hierarchy (Staff Liaison: Jane M. Mancino; Task Force Chair: Thomas Ray). This task

force has been evaluating the need for a hierarchy of auditing guidance. An exposure draft of a
proposed SAS titled Generally Accepted Auditing Standards was issued in early May 2001 with a
comment period ending on July 5, 2001. At its November 5, 2001 meeting, the ASB voted to
issue the proposed SAS as a final standard. A final standard, SAS No. 95, Generally Accepted
Auditing Standards (product no. 060697), was issued at the end of December 2001; it is effective
for audits of financial statements for periods beginning on or after December 15, 2001.
International Auditing Standards Subcommittee (Staff Liaison: Susan S. Jones; Subcommittee

Chair: John Archambault). The ASB created this subcommittee to support the development of
international standards. Subcommittee activities include providing technical advice and support
to the AICPA representative and technical advisors to the International Auditing Practices
Committee, commenting on exposure drafts of international assurance standards, participating in
and identifying U.S. volunteer participants for international standards-setting projects,
identifying opportunities for establishing joint standards with other standards setters, identifying
international issues that affect auditing and attestation standards and practices, and assisting the
ASB and other AICPA committees in developing and implementing AICPA international
strategies.
Joint Quality Control Standards Task Force (Staff Liaison: Judith M. Sherinsky; Task Force Chair:

Craig W. Crawford). This task force considers matters related to Statements on Quality Control
Standards (SQCSs) to determine whether amendment or interpretation of the standards is
needed. On November 26, 2001, the task force met by conference call to discuss a paper to be
presented to the Audit Issues Task Force outlining the Task Force’s response to the
recommendations of the Public Oversight Board’s Panel on Audit Effectiveness (Panel). The
AITF concurred with the task force’s recommendations. Some of the recommendations are the
following:
•

•
•
•

The specificity and detail in the SQCSs, called for by the Panel, should instead reside in
the Guide for Establishing and Maintaining a System of Quality Control for a CPA
Firm’s Accounting and Auditing Practice (Guide). The task force has assigned chapters
to various task force members to accomplish this objective.
The Guide should remain nonauthoritative at this time.
A protocol, like that used to develop audit and attest interpretations, should be used to
develop authoritative interpretive guidance of the SQCSs
Footnotes should be added to SASs, Statement on Standards for Attestation
Engagements, and Statements on Standards for Accounting and Review Services to
clarify the relationship between the SQCSs and the aforementioned professional
standards. The footnotes would indicate that a deficiency in a firm’s quality control
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system does not, in and of itself, indicate that a particular engagement was not performed
in accordance with the applicable professional standards. Corollary wording would be
added in a footnote to SQCS No. 2, System of Quality Control for a CPA Firm’s
Accounting and Auditing Practice.
The task force will meet by conference call on February 25, 2002 to discuss drafts of revisions of
the Guide for Establishing and Maintaining a System of Quality Control for a CPA Firm’s
Accounting and Auditing Practice .
Legal Inquiry Letters Reeducation Task Force (Staff Liaison: Gretchen Fischbach; Task Force

Chair: Dorsey Baskin). This joint task force, composed of representatives of the AICPA and the
American Bar Association, was established to address concerns regarding language used by
auditors in audit inquiry letters issued pursuant to SAS No. 12, Inquiry of a Client’s Lawyer
concerning Litigation, Claims, and Assessments, and responses by attorneys to those letters.
Nonfinancial Information Task Force (Staff Liaison: Susan S. Jones, Task Force Chair: Alan

Paulus). This task force is investigating how an auditor could report on nonfinancial information,
or other information that is not a product of the entity’s accounting system, when such
information is included in or with the entity’s financial statements. For the purpose of
deliberation on the method and form of the report, the task force will assume that standard setters
have established criteria for this information so that practitioners may attest to it.

The task force is currently considering guidance that would clarify whether and how an auditor
may report on certain information accompanying or in the financial statements, for example,
information the entity voluntarily wishes to disclose. This guidance may take the form of an
interpretation or a revision of the auditing standards. The task force also will consider issues
related to reporting on nonfinancial information, such as the suitability of criteria against which
the information is measured, the nature of appropriate procedures for auditing the information,
the relationship between internal control assessments and nonfinancial information, the need to
use specialists, the concept of materiality as it relates to nonfinancial information, and how to
clearly report on the information.
Joint Risk Assessments Task Force (Staff Liaisons: Julie Anne Dilley and Stephen Heathcote;

Task Force Chairs: John A. Fogarty, Jr. and John Kellas). This task force is a joint effort of the
International Auditing Practices Committee (IAPC) and the ASB. The task force is reviewing the
auditor's consideration of the risk assessment process, including the necessary understanding of
the entity and its environment, the entity’s response to risk, and how the auditor should use risk
assessment to determine the nature, timing, and extent of the auditing procedures performed. The
task force intends to develop guidance that will be approved for issuance by both the IAPC and
the ASB, although it may be incorporated differently into the respective standards to
accommodate organizational differences. The guidance is expected to be approved for exposure
by the IAPC and the ASB in the fall of 2002.
SAS No. 70 Task Force (Staff Liaison: Judith M. Sherinsky, Task Force Chair: George H.
Tucker). In February 2002, the Audit Issues Task Force of the ASB issued three interpretations
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of SAS No. 70, Service Organizations, that address the responsibilities of service organizations
and service auditors with respect to forward-looking information, subsequent events, and the risk
of projecting evaluations of controls to future periods. The interpretations were published in the
February 2002 issue of the Journal of Accountancy and are effective upon publication. The task
force has revised the Auditing Procedure Study, Service Organizations: Applying SAS No. 70,
and will issue it as an audit guide with the same title. The Guide includes illustrative control
objectives for various types of service organizations, as well as the three new interpretations. The
Guide also clarifies that the use of a service auditor’s report should be restricted to existing
customers and is not meant for potential customers. The Guide will be available in the latter part
of March 2002.
SAS No. 71 Task Force (Staff Liaison: Judith M. Sherinsky, Task Force Chair: Richard Dieter).

The task force is revising SAS No. 71, Interim Financial Information, in response to
recommendations made by the Public Oversight Board in its August 31, 2001 report
www.pobauditpanel.org/ and recommendations of the AICPA’s Professional Issues Task Force
in Practice Alert 2000-4, “Quarterly Review Procedures for Public Companies”
www.aicpa.org/pubs/cpaltr/oct2000/supps/palertl.htm. Some of the issues the task force is
addressing are how generally accepted auditing standards apply to review engagements, how
inquiry and analytical procedures could be modified to address risk, whether interim reviews
should be viewed as part of the annual audit or as separate engagements, and the accountant's
responsibility, if any, for considering the going-concern status of an entity in an interim review
engagement. The task force presented a revised draft of the proposed SAS at the December
2001 ASB meeting and will return to the ASB with another revised draft at the April 2002 ASB
meeting.
Sustainability Task Force (Staff Liaison: Jane M. Mancino; Task Force Chair: Beth A.

Schneider).
This joint task force of the AICPA’s ASB, Assurance Services Executive
Committee and the Canadian Institute of Chartered Accountants’ Assurance Services
Development Board is charged with developing a marketable assurance service on sustainability
reporting, and participating with other organizations in the development of suitable criteria for
the preparation of such presentations. Sustainability presentations are issued by companies to
explain their economic, environmental, and social performance in the context of their business
activities. Practitioners are beginning to receive requests from preparers to report on their
environmental or sustainability presentations. Such requests may be driven by users seeking
assurance on such information or a desire by preparers to add more credibility to the information
they are providing. Such presentations are more common in Europe but are now being issued by
some major U.S. corporations. The Global Reporting Initiative (GRI) of Boston, MA has
developed initial guidelines for sustainability presentations to be used globally and is continuing
to further develop these guidelines. The task force is also researching the topic of greenhouse
gas (GHG) emissions reductions trading with a view toward development of an assurance service
on such GHG emission reductions.
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Other Task Forces and Committees
Accounting and Review Services Committee (ARSC) (Staff Liaison: Kim M. Gibson;

Committee Chair: Diane S. Conant). The ARSC met in December 2001 and discussed the
accountant’s reporting responsibilities when he or she is in public practice and performs
management functions for a client, such as serving as the client’s controller. The ARSC plans on
issuing an interpretation on this subject in the spring of 2002.
International Auditing Practices Committee (IAPC) (U.S. Member: Edmund R. Noonan; U.S.

Technical Advisors: Susan S. Jones and John Archambault). In October 2001, the IAPC voted to
issue two new International Auditing Practice Statements (IAPSs), one on audits of international
banks and the other on the relationship between the bank’s external auditor and the banking
supervisor. The IAPC also voted to expose two new International Standards on Auditing (ISAs),
one on auditing fair value information and the other on e-commerce. For more information on
the activities of the IAPC, go to http.7Zwww.ifac.org.
The IAPC is working jointly with the ASB on a project to update and enhance the audit risk
model. Other projects of the IAPC include quality control standards, consolidated financial
statements, and fraud. All of these projects may result in new standards or other forms of
guidance. An analysis comparing the International Standards on Auditing with the SASs that
identifies instances in which the ISAs specify procedures not specified by U.S. auditing
standards is included in Appendix B of the Codification of Statements on Auditing Standards.
Privacy Task Force (Staff Liaison: Erin P. Mackler; Chair: Everett Johnson) A task force of

the Business Advisory and Assurance Services Executive Committee is establishing criteria and
developing services to address enterprise-wide privacy. Such criteria could be used in services to
evaluate an entity’s compliance with guidelines or regulatory requirements such as the Health
Insurance Portability and Accountability Act (HIPPA) and the Gramm, Leach, Bliley Act in the
U. S., the Data Protection Act in the U.K., the Personal Information Protection and Electronic
Documents Act (PIPEDA) in Canada, and the Safe Harbor Agreement used by the European
Union. Such criteria also might be used by entities when establishing best practices for managing
risk related to privacy. Judith Sherinsky is assisting the task force with aspects of the project
related to attestation engagements.
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Recently Issued and Approved Documents
Effective Date
Issue Date
Title (Product Number)
Statements on Auditing Stanc ards (SASs)

SAS No. 96, Audit Documentation
(060698)
New

January 2002

SAS No. 95, Generally Accepted
Auditing Standards (060697)

December 2001

New

SAS No. 94, The Effect of
Information Technology on the
Auditor’s Consideration of Internal
Control in a Financial Statement
Audit (060696)

Effective for audits of financial
statements for periods beginning on or
after May 15, 2002. Earlier application
is permitted
Effective for audits of financial
statements for periods beginning on or
after December 15, 2001.
Effective for audits of financial
statements for periods beginning on or
after June 1, 2001. Earlier application
is permitted.

May 2001

Statements on Standards for Attestation Engagements (SSAEs)

SSAE No. 11, Attest Documentation
(023030)
New

January 2002

SSAE No. 10, Attestation Standards:
Revision and Recodification
(023029)

February 2001

Effective for attest engagements when
the subject matter or assertion is as of
or for a period ending on or after
December 15, 2002. Earlier application
is permitted.
Effective when the subject matter or
assertion is as of or for a period ending
on or after June 1, 2001. Early
application is permitted.

Continued on page 18
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Interpretations of SASs

Title

Issue Date/Effective Date

Interpretation, of SAS No. 58, Reports on Audited Financial
Statements (AU sec. 508)

Interpretations of audit and
attestation standards are
effective upon issuance in
the Journal of Accountancy
Scheduled to be published in
the March 2002 issue of the
Journal ofAccountancy

Interpretation No. 14, “Reporting on Audits Conducted in
Accordance With Auditing Standards Generally Accepted in the
United States of America and in Accordance With International
Standards on Auditing” (AU sec. 9508)

New
Interpretations of SAS No. 70, Service Organizations (AU sec. 324)

February 2002

Interpretation No. 4. “Responsibilities of Service Organizations and
Service Auditors With Respect to Forward-Looking Information in
a Service Organization’s Description of Controls”(AU sec. 9324)
Interpretation No.5. “Statements About the Risk of Projecting
Evaluations of the Effectiveness of Controls to Future Periods”(AU
sec. 9324)
Interpretation No. 6, “Responsibilities of Service Organizations and
Service Auditors With Respect to Subsequent Events in a Service
Auditor’s Engagement” (AU sec. 9324)

New
Interpretation of SAS No. 73, Using the Work of a Specialist (AU
sec. 336)
Interpretation No. 1 "The Use of Legal Interpretations as Evidential
Matter to Support Management's Assertion That a Transfer of
Financial Assets Has Met the Isolation Criterion in Paragraph 9(a)
of Financial Accounting Standards Board Statement No. 140" (AU
sec. 9336)
New

Continued on page 19
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December 2001

Statements of Position

Title (Product Number)

Issue Date

Effective Date

Statement on Position 01-4, Reporting
Pursuant to the Association for
Investment Management and
Research Performance Presentation
Standards (014931)

November 15,
2001

Statement of Position 01-3,
Performing Agreed-Upon Procedures
Engagements That Address Internal
Control Over Derivative Transactions
as Required by the New York State
Insurance Law (014930)

June 15, 2001

Effective for engagements to examine
and report on aspects of an investment
firm’s compliance with, and/or
examining and reporting on specific
composite results in conformity with,
the redrafted AIMR-PPS standards,
the U.S. and Canadian version of
GIPS. The SOP may not be applied to
engagements in which the investment
firm has not yet adopted the redrafted
AIMR-PPS standards.
Effective upon issuance

AICPA Audit Guides

Analytical Procedures (012551)

June 1, 2001

Auditing Revenue in Certain
Industries (012510)
Audit Sampling (012530)

June 1, 2001

Auditing Derivative Instruments,
Hedging Activities, and Investments in
Securities (012520)

March 15, 2001

April 1, 2001
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Projected Auditing Standards Board Agenda
Codes: DI- Discussion of issues, DD - Discussion of draft document, ED-Vote to ballot a
document for exposure, EP-Exposure Period, CL- Discussion of comment letters, FI- Vote to
ballot a document for final issuance, SU- Status Update

ASB Meeting Dates and Locations

Project

February 5-7,

April 16-18,

June 4-6,

2002

2002

2002

New Orleans, LA

New York, NY

New York, NY

Fair Values

DD

ED

EP

Fraud

ED

EP

SAS No. 71
Risk Assessments

DD

Omnibus 2002
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DD

ED

DD

DD

ED

EP

Members of the Auditing Standards Board
Name

Affiliation

James S. Gerson, Chair

PricewaterhouseCoopers LLP

Jeffery C. Bryan

Crisp Hughes Evans LLP

Linda K. Cheatham

Linda K.Cheatham, CPA P.C.

Craig Crawford

KPMG LLP

Richard Dieter

Arthur Andersen LLP

John A. Fogarty, Jr.

Deloitte & Touche LLP

Lynford Graham

BDO Seidman LLP

Auston G. Johnson

Utah State Auditor’s Office

Michael P. Manspeaker

Smith Elliott Kearns & Co. LLC

Susan L. Menelaides

Altschuler, Melvoin & Glasser, LLP

Alan G. Paulus

Ernst & Young, LLP

Mark K. Scoles

Grant Thornton LLP

Bruce P. Webb

McGladrey & Pullen, LLP

0. Ray Whittington

DePaul University

Carl L. Williams III

Bennett Thrasher PC
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AICPA Audit and Attest Standards Staff
Name

Title

E-mail address

Charles E. Landes

Director

Claudes@aicpa.org

Susan S. Jones

Senior Technical Manager

Sjones@aicpa.org

Julie Anne Dilley

Technical Manager

Jdilley@aicpa.org

Gretchen Fischbach

Technical Manager

Gfischbach@aicpa.org

Kim M. Gibson

Technical Manager

Kgibson@aicpa.org

Jane M. Mancino

Technical Manager

Jmancino@aicpa.org

Judith M. Sherinsky

Technical Manager

Jsherinsky@aicpa.org

Sherry P. Boothe

Administrative Secretary

Sboothe@aicpa.org

Jacqueline E. Walker

Administrative Assistant

Jwalker@aicpa.org

For additional information about projects of the Audit and Attest Standards Staff and the ASB,
call 212/596-6036.
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